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Income-tax Department
Edited by Stephen G. Rusk
Undoubtedly the revenue act of 1924, having recently made its bow to the
public, will have the center of the stage while such matters as treasury decisions
upon moot questions of the former revenue acts will appear dimly in the shad
ows not pierced by the spot-light. Aside from the reduction in tax rates,
which of course is interesting but is easily comprehended, there are several
features of the law that compel attention. The tax on gifts, the higher rates of
estate tax, the tax on undistributed earnings, the new board of tax appeals, are
some but not all of the features that will absorb attention for some time to come.
Whether or not it is good economics to place such high taxes upon the transfer
of an estate is a question that has caused much controversy and will always do
so. It would seem, however, when one has amassed a fortune in spite of the
many handicapping laws and has paid a tax on every dollar’s worth so accumu
lated, that the transfer of the estate to one’s heirs should not be subjected to
such drastic taxes as are contemplated by the present law. However, it is the
law and as such will be respected, though the same meed of respect is not
merited by the logic underlying its enactment. The provisions by which gifts
are taxed, however, seem to have been enacted with the sole object in mind of
preventing the evasion of the estate-tax provisions. The creation of a board
of tax appeals independent of the treasury department and apparently super
seding the committee on appeals and review (at least on tax matters arising
with respect to the revenue act of 1924) arouses our curiosity. It is apparent
that congress has given ear to the rumblings in the bureau of internal revenue
caused by lack of sympathy of some of its departments with the findings of the
committee on appeals and review. Whether or not the said departments will
find themselves more in accord with the board of tax appeals the future will
develop; but one thing is sure—and that is that hearings before this new body
which are to be made a matter of public record, will at least render less likely
any suspicion as to the motives behind, and integrity of, the findings of this
superbody. While the contemplated publicity seems to violate the principles
of privacy of one’s fiscal affairs and for that reason is to be deprecated, this
particular publicity feature may in the end be a means of facilitating final de
cision of the taxpayer’s liability for taxes, for he will be on notice that all his
contentions as to fine points of his tax return must be supported by properly
evolved evidence, and upon submitting such evidence in writing many doubts
will be removed from the minds of the tax unit as to these moot points, and it
will thus be enabled satisfactorily to adjust taxes within its own department
that now are carried to the committee on appeals and review. There has been
heretofore a lamentable timidity apparent in the tax unit which seems to have
prevented it from making entirely justifiable adjustments of taxpayers’ liabili
ties, even though incontrovertible evidence has been presented to it with
respect to the matters in question. The tax unit has seemed to be permeated
with the idea that a taxpayer not agreeing with its findings was of necessity
endeavoring to take an unfair advantage of the treasury department and it
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seemed to adopt the attitude that every taxpayer appearing before it was guilty
and was under the necessity of proving the integrity of his intentions. This
statement, of course, is a generality, and numerous exceptions could be cited
which controvert it, but anyone having opportunity to observe the unit in
action would be obliged, though reluctantly, to admit the general truth of the
assertion. The furnishing of adequate proof with the return should eventually
cut down the work of the auditing division of the bureau of internal revenue,
facilitate the collection of deficiencies and render unnecessary a great number of
protests and appeals that are made necessary by the inadequate data with
which the bureau now contends in endeavoring to determine the proper tax
liability.
Congress has revised the provisions of the revenue act relating to taxing
undistributed accumulation of profits, with the evident intention of making
them more readily enforceable. It is no longer required that accumulation of
profits be in excess of the reasonable needs of the business, nor that the com
missioner certify to this effect, although unreasonable accumulation still con
stitutes prima facie evidence of a purpose to escape surtax. The fact that
congress has raised the rate of such tax from 25% to 50% seems to indicate that
there may be some doubt in its mind as to whether or not these provisions are
enforceable, for if it were assured of the efficacy of the changes it has made a
rate of 25% would be high enough to force any corporation to distribute all its
earnings rather than to pay the additional tax thereon.

SUMMARY OF RECENT RULINGS
Massachusetts trusts are held to be associations within the meaning of the 1918
act, and to be subject to the capital stock tax imposed by that act but not so
subject under the provisions of the 1916 act, as the 1916 act applied only to such
associations as were organized under statutory law. (Court decision, Hecht v.
Malley.)
A company holding lands for sale was held to be doing business and therefore
subject to the capital-stock tax, though no purchases or sales were made.
(Court decision, Lane Timber Company v. Hynson.)
Net profits credited to accounts of stockholders were allowed to be included in
invested capital under act of 1921. (Court decision in English & Mersick Co.
v. Eaton.)
Federal government is bound by the bankruptcy act and cannot review the order
of court after accepting payment of taxes as determined by the court. (Court
decision. United States v. Hines.)
March 1, 1913, value used as basis of determining loss on sale of property
though value at that date was greater than cost under 1918 act. (Court deci
sion, Flannery et al. v. United States.)
Capital stock tax not measured by market value of share alone but may be
assessed on basis of net assets of corporation. (Court decision, Ray Consoli
dated Copper Co. v. United States.)
Where interest is paid to and accepted by a taxpayer, a suit cannot be main
tained for additional interest. (Court decision, Gerard Trust Co., et al. v. United
States.)
Estate taxes prescribed by 1918 act are not applicable to estates of persons
dying before the passage of the act. (Court decision, Page v. Skinner.)
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